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EXAMINER’S AFFIDAVIT

STATE OF ALABAMA
COUNTY OF Jefferson

Mary B. Packard, being first duly sworn, upon her oath

deposes and says:

That she is an examiner appointed by the Commissioner of Insurance for the
State of Alabama;

That an examination was made of the affairs and financial condition of The Medical Assurance
Company, Inc,, for the period of January 1, 1998 through December 31, 2002.

That the following 43 pages constitute the teport thereon to the Commissioner of Insurance of the
State of Alabama.

And that the statements, exhibits, and data therein contained are true and correct to the best of her

knowledge and belief.
au« 2)
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Subscribed and sworn to before ili;mdersjgned mhis ‘g\éay of ngw% K003
(STaPND)
(Signature of Notf Public)

“Jo Nifr 71\/ N Q Notary Public

(Print Name)

in and for the State of Alabama.

My Commission expires Zp - QO-0Y




STATE OF ALABAMA WALTERA. BELL

COMMISSIONER

DEPARTMENT OF INSURANCE DerPUTY COMMISSIONER
D. DAVID PARSONS
201 MONROE STREET, SUITE 1700 JAMES R (JOHNNY) JOHNSON
POST OFFICE BOX 303350 CHIEF EXAMINER
RICHARD L. FORD
MONTGOMERY, ALABAMA 36130-3350 STATE FIRE MARSHAL
TELEPHONE: (334) 269-3550 JOHN S. ROBISON
FACSIMILE: (334)241-4192 GENERAL COUNSEL
BOB RILEY I _ (334) Jdoi MICHAEL A. BOWNES
GOVERNOR NTERNET: WWwWWwW.a 01.org RECEIVER

DENISE B. AZAR

L PRODUCER LICENSING MANAGER
August 22, 2005 JIMMY W. GUNN

Birmingham, Alabama

Honorable José Montemajor, Commissioner, Chairman, Examination Oversight Committee
Texas Insurance Department

333 Guadalupe

Austin, Texas 78701

Honorable Alfred W. Gross, Commissionet, Secretary, Southeastern Zone
State Corporation Commission

Bureau of Insurance

Commonwealth of Virginia

Post Office Box 1157

Richmond, Virginia 23218

Honorable Sally McCatty, Commissioner, Secretary, Midwestern Zone
Indiana Department of Insurance

311 West Washington Street, Suite 300

Indianapolis, Indiana 46204-2787

Honorable Walter A. Bell, Commissioner
Alabama Department of Insurance

Post Office Box 303350

Montgomery, Alabama 36130-3350

Dear Commissioners:

Pursuant to your authorizations and in compliance with the statutory requirements of the State of
Alabama and the resolutions adopted by the National Association of Insurance Commissioners
(NAIC), an examination has been made of the affairs and financial condition of

THE MEDICAL ASSURANCE COMPANY LINC.
Birmingham, Alabama

at its Home Office located at 100 Brookwood Place, Birmingham, Alabama 35209, as of December
31, 2002. The report of examination is submitted herewith. Where the description “Company”

appears herein without qualification, it will be understood to indicate The Medical Assurance
Company, Inc.



SCOPE OF EXAMINATION

The Company was last examined for the five-year period ended December 31, 1997 by examiners
from Alabama, representing the Southeastern Zone, NAIC. The current examination covers the
intervening period from the date of the last examination through December 31, 2002 and was
conducted by examiners from Alabama, representing the Southeastern Zone, NAIC and from
Missouri, representing the Midwestern Zone, NAIC. The examination was conducted concurrently
with the examination of an affiliate, Red Mountain Casualty Insurance Company, Inc. RMC),
Birmingham, Alabama. Where deemed appropriate, transactions subsequent to 2002 were reviewed.

The examination was made in accordance with the statutory requirements of the Alabama Insurance
Code and the Alabama Insurance Department’s regulations and bulletins; in accordance with the
applicable guidelines and procedures promulgated by the NAIC; and in accordance with generally
accepted examination standards and practices in connection with the verification of assets and
determination of liabilities.

The examination included an inspection of corporate records, test checks of recorded income and
disbursement items for selected periods, and a general review of records and files pertaining to
operations, administrative practices and compliance with statutes and regulations. Assets were
vetified and valued and all known liabilities were established or estimated as of December 31, 2002,
as shown in the Financial Statements contained herein. However, the discussion of assets and
liabilities contained in this report is confined to those items where a change was made by the
examiners, or which indicated violation of the Alabama Insurance Code and the Insurance
Department’s rules and regulations or other insurance laws or tules, or which was deemed to require
comments or recommendations.

A Company office copy of the filed Annual Statement for the year 2002 was compared with or
reconciled to account balances with respect to ledger items.

The market conduct review consisted of a review of the Company’s plan of operation, tetritory,
policy forms and underwriting practices, dividends to policyholders, advertising, claims payments,
policyholder complaints and compliance with agents’ licensing requitements.

The Company’s accounts were examined by Ernst & Young, LLP, certified public accountants
(CPAs), for each of the five years under examination. Audit repotts, management letters, and audit
workpapers were made available to the examiners and were used where deemed appropriate in the
completion of this examination. The Company does not maintain an internal audit department;
however, its ultimate parent, ProAssurance Corporation, does maintain an internal audit department
which services the patrent and its subsidiaries.
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A signed certificate of representation was obtained during the coutse of the examination. In this
certificate, management attests to having valid title to all assets and to the nonexistence of material
unrecorded liabilities as of December 31, 2002.



ORGANIZATION AND HISTORY

The Company was incorporated as a mutual insurance company under the laws of the State of
Alabama on October 1, 1976, and commenced business on April 15,1977, The Company was

organized under the auspices of the Medical Association of the State of Alabama, hereinafter
referred to as the “Association.”

The restated Articles of Incorporation provided that the ptimary purpose of the Company shall be
to provide for the professional liability insurance needs of Alabama physicians. The articles further
provided that the Company could putsue other valid corporate purposes as long as those purposes
did not thwart or preclude the advancement of the Company’s ptimary purpose. The other
purposes included the writing of other lines of property and casualty insurance or lines of insurance
as the Company may from time to time be legally authorized to write. Other usual and customary

purposes for a property and casualty insurance company were included in the Company’s authority
to do business.

At a special members” meeting held on January 20, 1987, the Company amended its Certificate of

Incorporation to change its name from “Mutual Assurance Society of Alabama” to “Mutual
Assurance, Inc.”

In 1989, the Board of Directors of the Company authotized the development of a plan to convert
the Company from a mutual insurer to a stock insurer. The three primary reasons for the
convetsion to a stock company wete:

@ As a stock company, the Company would enjoy greater access to the capital matkets. Any
increase in capital would help reduce the Company’s reliance on the reinsurance markets and
enhance its operational and financial independence;

(2) by converting into a stock company, the Company could provide its members, who have
contributed to the surplus of the company but who would otherwise forfeit all interests in the
company upon their death or retirement, value for their interests in the company i the form of
either stock or cash; and

(3) conversion would provide the Company additional methods of attracting, retaining, and
compensating qualified management in the form of incentive compensation ot otherwise.

In December 1989, the Board adopted a Plan of Conversion, which was filed with the Alabama
Commissioner of Insurance on December 29, 1989. An amended and restated Plan of Conversion
was adopted by the Board and filed with the Alabama Commissioner of Insurance on May 23, 1990.
The amended and restated plan was approved by the Alabama Commissioner of Insurance on June
25,1990, after a public hearing thereon. The members of the Company approved the Plan of
Conversion on March 15, 1991, The amended and restated Plan of Conversion provided fot the
convetsion of the Company to a stock insurer through the issuance of shares of stock to certain

current and former policyholders of the Company in exchange for their share of the equity in the
Company.

On September 11, 1991, the Company converted from a mutual insurance company controlled by
its policyholders to a stock company controlled by its stockholders. The Articles of Incorporation
were restated and amended on May 11, 1994, “to state more specifically the purposes for which the
Corporation is otganized.” The last amendment to the By-Laws was August 27, 1992, whereby
ARTICLE II, Section 12 and ARTICLE III, Section 14 were added to that document.



In 1993, the Company started the process of repurchasing its stock on the open market. During
that year, the Company purchased treasury stock for $3,885,619. On the 1994 Annual Statement,

the Company listed treasury stock as $3,846,669, less than in 1993, but the amount increased in 1995
to $7,230,931.

On January 1, 1994, the Company purchased all the outstanding stock of West Virginia Hospital
Insurance Company, which was the start of the Company’s expansion of its business into other
states. This was in an effort to increase the volume of its professional liability insurance business.

Effective January 1, 1995, the Company purchased 51.7 percent of the outstanding capital voting
stock of Physicians Insurance Company of Indiana (PIC-Ind)). On May 1, 1995, the Company
purchased additional shares of PIC-Ind. stock for a total of 99 percent of the outstanding capital
voting stock.

Effective July 16, 1995, the Company acquired the recurring medical professional insutance book of
business of Physicians Insurance Company of Ohio (PIC-Ohio) and its subsidiaty, the Professionals
Insurance Company (PIC).

The Company formed a Delawate corporation, MAIC Holdings, Inc., (MAIC) to serve as a holding
corporation for the Company and other subsidiaries. On August 31, 1995, the two companies
consummated an Agreement and Plan of Exchange, which generally provided that each share of
common stock of the Company, par value $1 per share, would be exchanged for one share of
common stock of MAIC, pat value $1 per share. MAIC’s common stock succeeded the Company’s
common stock for trading on the NASDAQ/NMS under the trading symbol “MAIC.”

On October 5, 1999, the Company changed its name from Mutual Assurance, Inc. to The Medical
Assurance Company, Inc. At the May 18, 2000 Board meeting, the directors voted to liquidate and
dissolve PROActive Insurance Corporation and its parent, MAT Corporation, a Delaware

corporation, a wholly owned subsidiary of the Company, upon the transfer of the PROActive stock
to the Company.

On September 18, 2000, the Company and Medical Assurance of Indiana merged with the Company
being the surviving corporation. On October 18, 2000, the Company merged with Medical
Assurance of Missouri, and the Company was the surviving cotporation.

On June 22, 2000, Medical Assurance, Inc. (MAI), the Company’s parent, entered into an
Agreement to Consolidate with Professionals Group, Inc. (PGI), which provided for the formation
of ProAssurance Corporation (ProAssurance), a new holding company of MAI and PGI. On June
27,2001, MAT’s shares were exchanged for those of ProAssurance as provided in the agreement.
PGPI’s shares were acquired in part through the issuance of ProAssurance stock and in part through
the payment of cash. The Company paid its parent a $45,000,000 dividend, which was used to
purchase PGTI’s shares.

The Company’s authorized capital at December 31, 2002, consisted of 12,000,000 shares of $1 par
value per share common stock for total authorized capital of $12,000,000. At December 31, 1997,
there were 8,972,237 shares issued and outstanding, which had not changed as of December 31,
2002.



At December 31, 2002, paid 1n and contributed surplus was $165,427,959. The following chart is a
reconciliation of this account for the period covered by this examination:

Beginning paid in and contributed surplus,

December 31, 1997 $88,686,492
2000 — mergers of the Indiana & Missouri companies 40,741,467
2002 — capital contribution from parent 36,000,000
December 31, 2002 paid in and contributed surplus $165,427,959

Other facts concetning details of the Company’s organization and history are contained in reports of
previous examinations on file with the Alabama Department of Insurance.

MANAGEMENT AND CONTROL
Stockholder

The Company is a stock corporation with ultimate control vested in its stockholder. The Company
is a wholly owned subsidiary of Medical Assurance, Inc., a Delaware stock cotporation. Medical

Assurance, Inc. is 100 percent owned by ProAssurance Corporation, a Delaware stock corporation
and the ultimate parent company.

Board of Directors

Members elected to the Board of Directors by the sole shareholder of the Company, Medical

Assurance, Inc., in accordance with the By-Laws of the Company and serving at December 31,
2002, wetre as follows:

Director/Address Title

Aubrey Dertill Crowe Chairman & Chief Executive Officer
Birmingham, Alabama ProAssurance Cotporation

Victot Thomas Adamo President & Chief Operating Officer
Birmingham, Alabama ProAssurance Corporation

Paul Richard Butrus Vice Chairman

Birmingham, Alabama ProAssurance Corporation

Howard Harley Friedman Chief Financial Officer

Birmingham, Alabama ProAssurance Corporation
Committees

There were no active committees for the Company in place at December 31, 2002.



Officers

The following officers were elected by the Boatd of Directors and were serving at December 31,
2002:

Officer Title

Aubrey Derrill Crowe Chairman of the Board, President
Victor Thomas Adamo Vice Chairman

Paul Richard Butrus Vice Chairman

James Joseph Morello Senior Vice President, Treasurer
Kathryn Anne Neville Vice President, Secretary

Howard Hatley Friedman Senior Vice President, Assistant Treasurer, Assistant Secretary
John Ogden Bashant Senior Vice President

Jetfrey Lynn Bowlby Senior Vice President

Robert David Francis Senior Vice President

Frank Berry O’Neil Senior Vice President

William Paul Sabados Senior Vice President

Darryl Keith Thomas Seniot Vice President

Management and Service Agreements

The Company had two employment agteements and a release and severance compensation

agreement with three employees and a service agreement with the Medical Association of the State
of Alabama.

1) Employment Agreements

A) An employment agreement with Aubrey Derrill Crowe, M.D. has been in effect since January 1,
1982, and was amended in 1988. The amendment provided for a three-year term of employment
that would be automatically renewed for additional three-year terms unless either party gives thirty
days notice not to tenew the contract. The Company may terminate the agreement for “good
cause,” which was defined within the agreement, without being liable for the three-year annual
compensation of Dr. Crowe. In the event of termination for other than “good cause,” the

Company must fulfill its obligations to pay Dt. Crowe for the remaining term of the contract as
liquidated damages.

B) An employment agreement with an executive (Executive) was effective from June 3, 2002
through and including June 3, 2004. The Company may terminate the agreement for “Cause” as
defined within the agreement. In the event of termination for any reason, the Executive shall be
entitled to monies, payments and benefits as defined in the agreement. In the event the Company
terminates the Executive without cause, the Company shall pay the Executive what is due him or her
plus an additional amount to be calculated as outlined in the agteement. However, as the agreement
expires in less than a year, the Company does not expect any payouts discussed in this agreement to
be triggered. In addition, the agreement contained a non-competition section in which the
Executive agrees to certain conditions laid out in the agreement during a restricted period as defined
within the agreement.



2) Release and Severance Compensation Agreement

The Release and Severance Compensation Agreement was between ProAssurance Corporation,
Medical Assurance, Inc., the Company (collectively referred to as “Companies™) and an executive
(Executive). The Executive was under an Employment Agreement that was effective January 1,
1999, and the Companies wanted to terminate the Agreement effective December 31, 2001.
Thereafter, the Companies would employ the Executive in an at will employment relationship
subject to the obligation of the Companies to pay severance benefits on termination of Executive’s
employment under certain circumstances on the condition that the Executive releases the
Companies from any past or future liability under the Employment Agreement. The agreement was
effective on January 1, 2002 until December 31, 2002 and thereafter, the agreement automatically
extended for successive one-year terms. In addition, the agreement contained a non-competition
section in which the Executive agrees to cettain conditions laid out in the agreement.

3) Service Agreement

The setvice agreement between the Company and the Medical Association of the State of Alabama
(MASA) was effective for five years from January 1, 1999 through December 31, 2003 and
thereafter for successive five-year periods until terminated. The agreement stated that MASA would
provide the Company with services including continuing medical education programs for the
Company’s insureds, advertising to MASA members the Company’s products, and representing the
interests of the Company before the Legislative and Executive branches of State and Federal
governments and the Regulatory Agencies thereof. In exchange for these setvices, the Company
paid MASA annually, acted as administrator of the Blue Cross Blue Shield Health Insurance
program sponsored by MASA at no further or additional cost, and financially supported other
activities of MASA designed to encourage membership and participation in all aspects of organized
medicine. It was noted that the Company had not been administering the Blue Cross Blue Shield
Health Insurance program for MASA for the past five years.

Conflicts of Interest

The Company adopted a Statement of Policy on Conflicts of Interest, which was approved by the
Board of Directors at a meeting held September 28, 1978, which required that Conflict of Interest
Statements be signed every yeat by directors, officers and other employees.

The Conflict of Intetest Statements filed for the five-year petiod covered by this examination were
reviewed. In 1998, a Director of the Company did not sign a Statement. In 2001, the Statements
were not signed by any officer, director or other employee due to the June 2001 metger between
Medical Assurance, Inc. and Professionals Group, Inc. In all other years under examination, the
Statements were signed as required.

CORPORATE RECORDS

The Atrticles of Incorporation and By-Laws, as amended, were inspected during the course of the
examination and appeared to provide for the operation of the Company in accordance with usual
corporate practice and applicable statutes and regulations.



Minutes of meetings of the stockholder and Board of Directors were reviewed for the period under

examination. The minutes appeared to be complete with regard to recording actions taken on
matters before the respective bodies for deliberation and action.

HOLDING COMPANY AND AFFILIATE MATTERS

Holding Company

The Company is subject to the Alabama Insurance Holding Company Regulatory Act as defined in
ALA. CODE §27-29-1 (1975). In connection therewith, the Company is registered with the Alabama
Department of Insurance as joint registrant of an Insurance Holding Company System. Appropriate
filings required under the Holding Company Act were made from time to time by the Company as

joint registrant. A review of the Company’s filings during the period under review did not disclose
any omissions in them.

Dividends to Stockholders

The Company paid the following dividends during the petiod covered by this examination:

1998 199 2000 2001 2002

$15,000,000 $20,000,000 $50,000,000 $45,000,000 -0-
The only extraordinary dividend paid was in 2001. The Company requested a distribution to the
parent company as part of a Plan of Exchange, which was approved by the Alabama Department of
Insurance on May 29, 2001.

Management and Service Agreements

1) Management Agreement

This agreement is between MAIC Holdings, Inc., (MAIC), a Delaware corporation, which
subsequently changed its name to Medical Assurance, Inc., and Mutual Assurance, Inc., an Alabama
stock insurer, which subsequently changed its name to The Medical Assurance Company, Inc.
(Company). A Form D was filed on January 3, 1997, with the Alabama Department of Insurance.

The parties agree that:

1. Engagement and Term - MAIC is to perform certain services on the terms and conditions
commencing January 1, 1997, and continuing for successive one-year periods. A thirty day
written notice is required for termination.

2. Duties of MAIC - The duties to be performed by MAIC were Accounting Services, Data
Processing Services, Administrative Services, and Clerical Support.

3. Compensation — The Company shall pay MAIC an amount equal to the cost incurted by MAIC
in the employment of the petsonnel required to petform the duties undertaken by MAIC
pursuant to this Agreement. Invoices shall be submitted for services.



4. Authority of MAIC - MAIC shall have full power and authority to determine the identity and
number of persons who are necessary to perform the services required hereunder and such
persons shall be employees of MAIC,

5. Duties of the Company — The Company shall, at its expense, provide to MAIC such office
space, equipment and services as may be reasonably required by MAIC to perform its duties.

6. Liability and Indemnification - Except in the case of gross negligence or willful misconduct,
MAIC shall not be liable, responsible or accountable in damages or otherwise to the Company
for any act or the failure to act, which may cause or result in loss or damage to the Company.

7. Independent Contractor - This agreement shall be construed as a relationship between the
parties as principal and independent contractor.

8. Assignment - Rights and obligations under this agreement shall be not assigned without written
consent.

9. Entite Agreement - No alteration, modification or interpretation shall be binding unless in
writing and signed by all of the parties.

10. Miscellaneous - This agreement shall be interpreted, construed and governed according to the
laws of the State of Alabama.

2) Expense Allocation Agreement

This agreement was entered into on January 1, 2002, between The Medical Assurance Company,
Inc. (Company), ProNational Insurance Company (ProNational), Medical Assurance, Inc. (MAT),
Professionals Group, Inc. (PGI) and ProAssurance Cotporation (ProAssurance) and was approved
by the Alabama Department of Insurance on April 9, 2002. These companies agtee to the following:

1. Allocation of Direct Expenses will be allocated to the company incurring such expense.
Allocation of Indirect Expenses will be allocated during each accounting period on a closely
estimated basis. For purposes of developing this estimate, indirect expenses will be allocated in

a fair and reasonable method in conformity with customary insurance accounting practices and
that method shall be consistently applied.

Expenses will be settled on a quarterly basis.

4. Terms of Agreement: Unless amended or modified, the agreement will continue in force for
subsequent years beyond the original term of January 1, 2002, through December 31, 2002.

5. Amendments: Amendments to the agreement must be in writing and signed by authorized

representatives from each party.

6. Severability: If any part of the agreement is held invalid, all othet parts will remain in full force
and effect.
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3) Insurance Company - Management Services Agreement

This agreement was entered into on January 1, 2002, between The Medical Assurance Company,

Inc. (Company) and ProNational Insurance Company (ProNational). The agreement was approved
by the Alabama Department of Insurance on April 9, 2002.

Management Services will be shared among parties of the agreement. The Company agreed to make
available its resources, and ProNational agreed to grant the Company, as Manager, access to its
resources. The following includes all services provided under the direction of the Company:

® Accounting Services, Financial Statements and Tax Returns



¢ Underwriting

e Reinsurance

®  Sales and Service

¢ (Claims Administration

® Information Systems

¢  Administrative and Other Services
¢ Risk Management

Delegation of Duties: The Company may perform the Management Services using the personnel of
any of the parties to this agteement or engage consultants, advisors, investment managers and such
other third-parties as may be reasonably required to perform the Management Services.

Direct and indirect expenses will be allocated in accordance with the expense allocation agreement.
The Company shall not charge any management fee, commission, or override for performing the
services of Manager as set forth in this agreement. Unless amended or modified, the agreement will

continue in force for subsequent years beyond the original term of January 1, 2002 to December 31,
2002.

Management Setvices provided shall be subject to the review and approval of the Board of
Directors. The Board shall approve, at least annually, the scope of service to be provided by the
Company. At least annually, the Company, as the Manager, will report to each company the
allocation of expenses as set forth in the agreement. Each company’s Board of Directors shall
teview and approve the allocation. Amendments must be in writing and signed by authorized
representatives of the parties of this agreement. If any part of this agreement shall be held invalid
for any reason, such invalidity shall not affect any other patt of this agteement, and the other patts
of this agreement shall remain in full force and effect.

4) ProAssurance Corporation and Subsidiaries Consolidated Tax Allocation Agreement

This agreement is between ProAssurance Corporation (ProAssurance) and its subsidiaties
(Members) and was entered into on June 27, 2001, and was approved by the Alabama Department
of Insurance on December 20, 2002. This agreement succeeds the Consolidated Tax Allocation
Agreement entered into on December 30, 2000, between Medical Assurance, Inc. and its subsidiaries
and the Tax Allocation Agreement dated September 15, 2000, between Professionals Group, Inc.
and its subsidiaries.

The membets have agreed and elected to file a consolidated federal income tax return pursuant to
the provisions of IRS Section 1501. The method of allocation is pursuant to Regulation Section
1.1552-1(c). Tax liability will be allocated among the Members according to the ratio of each
member’s taxable income to the consolidated taxable income. The calculation will be pursuant to
Regulation Section 1.1552(a)(1). Amounts shall be paid on the applicable due date. Compensating
payments will be made in accordance with Regulation Section 1.1502-33 (D (2)(w).

The terms are from the day of execution until termination by the mutual agreement of the Members.
"Termination is subject to approval by the IRS, in accordance with Regulations Sections 1.1502-33(d)
(3) and 1.1552-1(c). Termination of the agreement to a certain company s automatic when any
member ceases to be affiliated with ProAssurance. Amendments, modifications, and supplements
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shall be mutually agreed upon by the Members. Invalidation, whether judicial or otherwise, of any
article, term, condition or provision contained in this agreement shall in no way affect any other
provisions of this agreement, all of which shall remain in full force and effect.

Organizational Chart

The following chart presents the identities of and interrelationships among all affiliated persons
within the Insurance Holding Company System at December 31, 2002:
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FIDELITY BOND AND OTHER INSURANCE

At December 31, 2002, the Company was named as an insured on a Financial Institutions Bond
issued to ProAssurance Corporation, the Company’s ultimate parent, by the Cincinnati Insurance
Company. Coverage was provided in accordance with the NAIC suggested minimums.

During the petiod covered by this examination, the Company also maintained the following
coverages:

e Commercial Package policy

¢ Commercial Inland Marine

* Employee Benefits Liability

e Directors and Officers Liabdity
* Workers’ Compensation

¢ Employment Practices Liability
o Commercial Umbrella policy

o Commercial Automobile

EMPLOYEE AND AGENT WELFARE

The Company provided the following benefits for its employees during the five-year examination
period:

e Group Insurance

e Health/Dental Insurance

e Life Insurance

¢ Disability Insurance

* Workers’ Compensation

e Pension Plan

¢ 401(k) Savings Plan

e Stock Putchase Plan

¢ Flexible Spending Accounts
® Paid Vacations and Holidays
e Sick Leave

¢ Short and Long-term Disability
® DPersonal Leave

o Leaves of Absence

e FEducation Assistance

¢ Job Counseling

It was noted during the examination that the Company did not determine if any prohibited persons,
as defined by the Violent Ctime Control & Law Enforcement Act of 1994, U.S. Code, Section 1033,
were employed by the Company. The Company performed background checks on all directors,

13



were employed by the Company. The Company performed background checks on all directors,
officers and agents but not on other employees. Per the Compliance staff, the Human Resources
(HR) Department personnel began performing background checks on all new hires as of May 1,
2003. In addition, the Employee Handbook is being tevised to include a section on the federal law.
All employees will receive the revised handbook, and will be asked to sign a statement stating that
they read and understood the handbook. Once the statements are signed, HR personnel will
conduct background checks on all existing employees. The employment application is also being

revised to include a section on the federal law and a place for applicants to fill in and sign.

SCHEDULE OF SPECIAL DEPOSITS

The Company had on deposit the following amounts at December 31, 2002:

PAR STATEMENT MARKET
LOCATION VALUE VALUE VALUE
State of Alabama $ 2,600,000 $ 2,613,850 $2,772,769
State of Arkansas 250,000 271,286 276,875
State of Georgla 85,000 84,974 86,805
State of Idaho 250,000 249,812 262,890
State of Indiana 110,000 111,481 126,